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Some policy implications of the results are presented in a concluding 

section. 

The Quota and Marketing System 

The existing marketing system was initiated in June, 1975. Bean 

prices were escalating rapidly, and the government elected to embark on 

a rationing program whereby fixed quantities of beans would be allocated 

to consumers by the Ministry of Supply at subsidized prices. 

On the supply side, before 1982 bean producers were obligated to 

deliver a specified amount of their production, called the quota, to 

government collection centers. The quota varied from one governorate to 

another depending on factors affecting yield, such as soil fertility and 

water availability. Fines were imposed on producers who did not deliver 

the required quota. The General Authority of Supplied Commdities then 

took the beans and distributed them to the official distribution outlets 

of the various governorates. 

The quota in each governorate had to be integrated with the land 

allotment system which sets cropping patterns and thus determines the 

area devoted to bean production. Land allotments to each crop vary by 

governorate and are administratively determined by the Ministry of 

Agriculture (MOA) through its offices in the governorates. 

As suggested earlier, pressure on the government budget from the 

subsidy and rationing system is probably the root cause for the quota 

and land allotment policy for beans (and other crops); and thus from the 

point of view of the government, the system might appear to be fully 

justified. From the viewpoint of the farmer, however, it is apparent 



4 

that these regulations produce results that are inimical to an efficient 

allocation of resources and reduce his net income. It is not only a 

question of the different goals of the farmers and the government. If 

the regulations are inefficient in allocating resources there is a 

social cost that must be borne ultimately by consumers as well. The 

national income will be less than it might have been and standards of 

living on average will be reduced. 

The land allotment scheme that dictates the area that each producer 

must plant to the various crops, effectively removes the 

cropping-pattern decision from the producer and gives it to the 

government. This is likely to be inefficient, since only the producer 

has the incentive to collect and analyze the information on relative 

costs and prices of various crops and apportion acreage to those crops 

that will maximize his well-being. This matter is especially critical 

in costing out the factors owned by the farmer and his family. 

Goverment personnel could not possibly know the specific opportunity 

costs of land, water, the operator's management, family labor, etc., 

that are unique to each farm and which are needed to determine optimal 

cropping patterns. 

If the farmer violates the land allotment regulation he must face 

the high probability of paying a fine which could be costly for him. 

One piece of evidence that indicates that the land allotment scheme is 

indeed inefficient is the fact that there are many reported cases of 

producers ignoring the acreage restrictions and paying the fine. This 

would suggest that the profits captured by ignoring the acreage 

requirement are at least as high as the fine. 
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The economic effects of a mandatory quota imposed on producers are 

somewhat complex. Some simplifying assumptions will enable us to see 

why. Assume that all bean markets in Egypt are interconnected and 

supplies are free to move to markets where they bring highest net 

returns to the sellers (not a completely valid assumption since trade 

barriers exist that prevent produce movement from one governorate to 

another). Further, let us assume that all bean markets have equal 

demand price elasticities. Then a quota system, which has the effect 

of reducing beans going to rural free markets and increases the supply 

to urban consumers, will increase the free market price in rural areas 

but decrease it in whatever free markets might exist in urban areas. 

Consumers in rural areas would be worse off and those in urban areas 

would be better off than if the quota system did not exist. Further, 

if the quota price paid to producers is below the free market price in 

rural areas, and beans are rationed to consumers at subsidized prices, 

there is a transfer of wealth from bean producers to bean consumers. We 

will discuss this point further below. 

In addition, risk may be an important element in the decision of 

whether or not to deliver the quota or simply trade in the free market. 

The quota price is usually known in advance of the growing season, 

whereas the free market price is not. There may be considerable price 

fluctations through time in the free market, and a highly risk averse 

seller may require a premium over the quota price on average to induce 

him to bear these price risks. Unfortunately, since we have little or 

no information about risk preferences, these matters will receive little 

attention in this paper. 


